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EXECUTIVE SUMMARY

The purpose of this Report is to assess the capability of local government in Macedonia and help
USAID/Macedonia develop a long-term framework for its loca government program. It was
prepared in the context of the decentraization process that is currently underway.

Important contextual factors include the Ohrid agreement which triggered renewed emphasis on
decentraization, upcoming dections in October, 2004, the imminent passage of a law that will
dter and consolidate municipd boundaries, the dominance of party palitics, strong donor
involvement, an increasngly competent municipal associdtion, a Jenuary 1, 2005 deadline to
begin the decentrdization process and a higory of drong decentralized government. Critica
issues include adequacy of locd funding, how to didribute revenue in an equitable manner and
in way that will address the problems of poorer communities, the pace of decentrdization and the
stringency of standards of competence that will be established prior to the devolution of specific
authorities.

Decentrdization is to be implemented through passage of numerous primary and secondary
datutes during the next 14 months. The process is expected to be complex, confusng and
perhaps chaotic. . The timing and the content of the Law on Local Government Finance will be
the single biggest indicator of the GOM attitude toward implementation of decentralization.

Prindple findings incdlude the advatage of a tradition of decentraization; a srong legd bads
for dtizen involvement in government; a sound indication that communities appear willing to
contribute financidly to the public good; the risk that public faciliies will be co-opted by
commercid entities; inadequate funding for municipdities, the risk of variaion in budget leves
a a oonguence of politicd maneuvering; the danger that territorid consolidation  will
disenfranchise minority groups, the immensdy complex and confusng legislative process, the
tendency of GOM officids to procraginate; the absence of a drong condituency for
decentraization; the reaively high leadership qudity of the current cadre of mayors and senior
municipd  offidads and the emergence of a voca and competent group of municipa based
community groups. The latent grassroots capability to engender citizen participation in
municipal life has significant potential and should be an integral part of any future USAID
municipal development strategy.

The Assessment found that municipd capacity varied among municipdities. Mayors tended to
be competent and energetic, support staff tended to be inadequately trained, poorly motivated,
and inadequatdly paid. In generd, municipa leaders are eager for decentrdization and beieve
they will be able to provide better services as a result but uncertain whether they will be given
adequate authority. The municipalities need broad managerial capacity to set priorities, manage
complex systems, organize and motivate teams and allocate resources in an optimal manner.
Although decentrdization will retan the same people in the same jobs, reporting relationships
and the responghility dructure for job advancement, job security and sdary increases will
change. In edablishing the new dructure, it will be important to: clearly vest full supervisory
authority in the mayor; drengthen the financid management function; and support the
preparation of plans that will identify and respond to human resource weaknesses.
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The LGRP project has drengthened several important municipa associaions. This work needs
to continue for the next few years with an emphasis on building and srengthening membership,
diversfying revenue sources in order to ensure long run financid ability. ZELS in particular
has become a pogtive factor in guiding and shaping a coherent approach to decentraization
Its advocacy efforts appear to be reasonably effective, policy committees are developing
coherent policy positions in important areas and internd management is being addressed.

The Assessment Team noted that resources under the CSHI capita projects program could be
linked to support decentrdization and tha the fisca reform activity could place more emphass
onlocd tax and revenue systems.

The Asessment includes a discusson of overdl program drategy. Findings include good
progress toward achieving results, the vdidity of the current results framework, the extensve
presence of USAID activity throughout the country, the fact that USAID’s current three-prong
drategy of working a the minigerid (policy) leve, the municipa (service implementation) level
and a the citizen (information/awareness) level is necessary and appropriate.

The Assessment dresses the importance of continued flexibility, emerging opportunities for
activity collaboration among USAID funded activities and the criticd importance of sustaining
technicd assstance to the minidries in preparaion for decentrdization, with a gradua shift to
emphasize locd needs as decentrdization takes place. Additiond findings related to drategy
include a sporadic pattern of municipa drengths and wesknesses that complicate program
desgn, the fact that uncertainty among locd government officids is itsdf an impediment, the
lack of coherent guidance from minigry officads, the importance of designing templates and
models, the criticd need for donor coordination and the importance of building a professond
media to give more coverage to local issues.

The Assessment concludes that the Mission should not undertake a mgor effort to refashion the
locd government drategic framework a this time. USAID should continue to emphasize,
maintenance of policy reform at the top with capacity building a the loca leve, gradudly shift
emphasis to locd priorities and work to identify ways to increase locd revenues and build a
strong citizen base.

Three primary conclusons are: the immediate success of the effort to decentraize will depend
primarily on the actions, dtitudes and initiative of the centra government; the long term success
of decentraization will depend on the ability of loca government to generate a sustained citizen
demand for respongve and cost effective sarvices; it is important for USAID to maintain a strong
program and a high profile.

Recommendations include:

» Focus the Program on Decentrdization.

» Retain Strategic Framework Until After 2004 Elections.
» Retain Current Measurement Plan.

» Structure the Program Around Three Sequential Phases.

- Phaese I: Planning. Planning, preparing, designing and tegting: from now until January
1, 2005.
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Phae II: Implementing. Devolution of authority through passage of laws and
implementing regulations and cascading of authority and reponghility: from Jenuary

1, 2005 to approximately December 31, 2006.

Phase 1lI: Sudaining. Consolidating cgpacity and building dtizen involvement:  from

January 1, 2007 through December 31, 2008.

» Concentrate on three thematic priorities.

Shift gradualy to a demand driven program.
Build sugtainable civil society.
Devedop civil sarvice professondism.

4 USAID in generd should:

Adopt a preference for speed in preference to perfection.
Support the preference for speed through convincing analyss.
Integrate a growing emphasis on civil society.

Sustain a seamless core of operations during the transition period.

» USAID specificdly should:

Provide policy support to Minigtries in drafting laws and reguletions.
Design aMunicipa Advisor technical assistance program.

Design Quick Response Teams to function during decentraization.
Design aMayora Indtitute Leadership Program.

Sponsor andytical studies on revenue adequacy.

Accederate expansion of pilot projects.

Develop models and templ ates.

Develop modd municipa adminigtrative structures.

Deveop financia and accountability strategies for Public Enterprise.
Strengthen  donor  coordination through the establishment  of
Secretariat.

Develop acitizen participation strategy that focuses on citizens.

a smdl supporting

Continue to provide inditutiona support to ZELS and AFO and initiadte modest

support for MAKKOM.

Make a pro-active effot to more directly link capitd

decentrdization.

fund projects to

Make a pro-active effort to more directly link NGO and civil society grant programs

to support for decentralization and local government reform. .
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M ACEDONIA LOoCAL GOVERNMENT PROGRAM ASSESSMENT
FINAL REPORT

PURPOSE OF THE ASSESSMENT

The purpose of this assessment is to assst USAID-Macedonia develop a framework for its
municipd development programs under IR 2.3 More effective and accountable loca government
for the period beginning in October 2004. This assessment is prepared in the context of the
decentralization process that is currently underway in Macedonia In preparing the assessment,
USAID-Macedonia has requested that the work of CSHI and its general agpproach to Strategic
Objective 2.0 Democracy and Governance be considered. The misson has dso asked how the
work of the Fiscd Reform program can contribute to efforts to support decentrdization. In
discussons, the USAID mission team has requested that the assessment team consder the role of
cvil sodety in making decentralization effective and sustainable.

The oveaching theme in conddering the future of municipd development programs in
Macedonia is decentrdization. There has been on-going political discusson and debate about
this topic and the GOM is in the process of formulating and implementing a plan to decentraize
sverd competencies to municipdities. This gStuation is in flux and the pace and extent of
decentraizing competencies and the revenue sources to adequately fund them is likdy to unfold
during the next year.

LEGAL AND PoLicy CONTEXT FOR LocAL GOVERNMENT IN MACEDONIA

The overarching environment for loca government in Macedonia is determined by the country’s
political context. A recent report on politicad conditions characterized the politica environment
as a party oligopoly in which two mgor coditions bettle to obtain the fruits of politica power,
jobs and resources, rather than about dternative visons of the future.

The dominance of party politics is a factor to consider in any assessment of government reform
in Macedonia, in part because locd dected officids obtain balot postions based on decisons by
the politicd parties and hence are to some extent captives of their naiond politica parties
Nevertheless, there are two aticulate and effective condituencies for locad government reform in
Macedonia: the donor community and ZELS. While some civil society organizations are esgerly
anticipating decentrdization, it is not gpparent that they have an ability to bring any effective
politicadl pressure on the GOM for decentradization. The donor community views decentralization
through two prisms. 1) as an implementing mechanism for the FWA executed in 2001 and 2) as
a method of enhancing qudity of public services and cregting a more democratic environment.
The GOM is in the process of adopting these views, a least nomindly, by adopting a
decentrdization plan and working on specific implementation laws. While discusson among the
donor community frequently characterizes decentrdization as an FWA  implementation
mechanism, domestic political actors favoring decentraization tend to avoid this linkage
because, to a dgnificant portion of the population, implementation of the FWA is seen as means
to cantonize and/or federdize the country. In short, the FWA link provides momentum for
decentralization, and has accelerated GOM efforts in this direction, but it is not a subgtitute for a
domestic congtituency, which will be important to both short and long-term success.
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Decentrdization of dgnificant sarvice ddivery is not a new phenomenon in Macedonia. In the
pre-independence period, competencies of municipd governments were quite broad and included
goorts and culture, hedth, dgnificant education respongbilities economic development, and the
issuance of urban planning and building permits.  To finance these competencies municipdities
had relatively extensve sources of revenue including the ability to tax revenues of enterprises,
certain transactions, and set fees for the delivery of utility services and permits'.

In addition, there appears to have been along hisory of imposing locd taxes by referendum for
gpecific capitd projects. This device has been used recently by the municipdity of Karvardarci.
This municipdity has levied a 2% tax on persond income eaned in the municipdity to fund a
wide range of capitd improvements. The totd levy is seventy million Denars and the proceeds
will be used for a wide range of locd capitd improvements. The 2% levy will be in effect for
five years. Public support for the projects and the tax were generated by a variety of means
including neighborhood meetings and public hearings The PE Citizens Advisory Boads,
origindly fostered by USAID/LGRP actively participated in the public education campaign,
according to LGRP's most recent quarterly report?,

However, these services were provided within the context of a one paty federd date
(Yugodavia) with the range of locd decisons circumscribed by the uni-party politicd system.

The civil society and multi-party local democracy elements of the current vision of decentralized
service delivery are the chief differentiators of the current vision from the pre-independence
system. The result of the decentrdization underway is expected to be enhanced services,
delivered locdly in a poaliticd environment characterized by accountability, citizen participation
inlocd government decision making and democratic participation in multi party loca dections.

As a way to build momentum toward decentrdization USAID/LGRP supported the expert
drefting of two laws shifting competencies to the municipdities One trandferred sports facilities,
the other trandferred respongbility for building permits. While these laws were prepared and
requested by ZELS in mid 2002 no progress has occurred. Transfer of these competencies is now
on the GOM schedule for 2004. The transfer of the building permit responsbility was supported
a a high pdliticd levd in the donor community. The Specid Representative of the EU
committed to send a letter of strong support to the GOM, however EU daff informed LGRP
directly that the letter was never sent and the draft was returned.

The USAID/LGRP/ZELS concept had been to secure the decentralization of competencies that
would be easy to administer at the municipa leve, because they had been performed at that level
pre-independence and it did not involve trandfer of dgnificat money or a large number of
people. While the GOM has changed since the mid 2002, this example provides evidence of the
political difficulties of transferring minor competencies which municipalities have abundant
capability to manage. Power does not pass easly when the costs of the tranfer and the people
who will bear the cods ae eadly identifidble, but the benefits (to the public) are diffuse. This
type of dicking point remainsafact of lifein Macedonia

! See Appendix 8-1. Paper by Professor Ilja Todorovsky.
2 .
Ibid
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Presently the GOM has developed a decentraization plan tha in generd terms cdls for passage
of mgor decentrdization laws by the end of 2003. Of these, the mogt dgnificant are the laws
concerning the number of municipdities in Macedonia and municipa finance. It is envisoned
that the present 123 municipdities will be combined into a smaler number and that there will be
gpecid provisons for the capitd region that is now comprised of gpproximatey haf a dozen
municipdities The Law on Locd Government Fnance is in active deveopment as this
assessment is being findized. Participants in the process of drafting the Law include IMF,
USAID, the Minidry of Finance and ZELS. The main quedions are 1) whether municipdities
will be given adeguate revenue sources (either subventions from the center or loca revenue
sources) to enable them to support the competencies that will be decentrdized and 2) what the
phase-in period will be.

The Assessment Team underdands that a mgor impetus for reducing the number of
municipdities originated in the IMF's concern about total public employment in Macedonia and
whether the smdler municipdities would be efficient service ddivery entities. Our sense is that
the exercise of redrawing boundaries is politicdly time consuming and provides a method to
dow down decentrdization, add confuson to the fdl 2004 municipa dections, and will not
introduce efficiencies in any significant degree.

The Asessment Team suggests this issue be revisted and a drategy that leaves municipdities
intact, but organizes sarvice deivery through joint adminigraion arangements be carefully
examined to determine if the IMFs legitimae fiscd policy objectives can be met without
boundary adjustments. The smdl, soon to be obliterated municipdities have dready gone
through two eectord cycles and voted for Mayors and Councils. They have a paliticad identity
now, which they will lose Abolishing municipdities without a concurring referendum is
incondstent with the European Charter of Locd Sdf-Government to which Macedonia is a
sgnaory.

A proper Law on Locd Government Finance is the sine qua non for effective decentraization. A
law that provides adequate and dependable revenues and reasonable flexibility in local resource
dlocation will set the stage for a relatively rapid decentrdization process. The reverse is dso
true.

The Law on Locd Government (2002) embodies a mgor GOM policy decison on
decentrdization. This law (and previous versons, as wel) specified that municipdities would
have many competencies. The current law provides for the following locd government
competencies Urban and Rura Planning, Protection of the Environment, Communa Activities,
Locad Economic Development, Culture, Sport and Recreation, Socid Wefae and Child
Protection, Education, Hedth Care, Emergency Preparedness, and Firefighting. The law provides
a vison of a decentrdized governmentad sysem. To dae, most efforts to develop function
gpecific decentrdization laws have been focused on Urban Planning, Commund Activities,
Culture and Education as wdl as on the crucd issue of municipd finance. The LLSG is a shdl
that describes a vison of locd government and requires specific implementing laws for esch
competency. However, it does layout a comprehensve vison of a vibrant loca government
sector.
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Currently specific laws transferring these competencies are in various stages of development and
ZELS has a specific policy committee for most of these competencies working to advocate for
passage of an effective law. Staff largely funded by USAID supports these policy committees.
ZELS policy committees include Finance, Urban Planning, Sports and Culture, Educetion,
Hedth, Teritorid Divison, and Commund Issues. Laws trandfering smple competencies like
building permitting and inspection and sports facilities have been prepared during mid 2002 by
ZEL S but have languished in the legidative process.

USAID, IMF and other donors are collaborating with the GOM on development of this Law and
will ned to continue in this role until the law is adopted. Of dl of the decentraization activities
taking place in Macedonia, the passage of a Law on Loca Finance that is desgned to enable and
fodter the decentrdization process is the most important. The timing and the content of the Law
on Local Government Finance will be the single biggest indicator of the GOM attitude toward
implementation of decentralization.

In addition, it is expected that the Law on Municipd Finance and related laws will define the
borrowing powers of municipdities as wel as ther adility to collaerdize debt and <l
municipa property. Borrowing powers are expected to be extremey limited until municipdities
reech financid maurity, a Stuaion that will require successful decentrdization as well as macro
economic growth. There is discusson of a Municipd Investment Fund, a nationd government
entity, from which municipdities might borrow.

In generd, drafts of the Law on LGF do not grant significant new revenue sources to locd
governments.  Rather, the emphass has been on developing digtribution formulae that provide
reasonable amounts of revenue from naiond government revenues to support the competencies
and equdize, to some degree, the financid resources of municipdities. In a smdl date with
ggnificant variations in locd economies, this makes sense from both an efficiency and equity
viewpoint. But it would be hdpful, in addition, to permit broadening loca tax bases and granting
the discretion to municipdities to use them. This would enhance locd choice. The principd
focus of ZELS, under the able leadership of the Mayor of Vees, has been on the subvention
scheme(s) that will finance decentralized competencies.

Even with a dgnificant reduction in the number, most municipdities in Macedonia will be of
modest Sze. Mogt will fdl in the range of 10,000 to 60,000 in population. The municipaity of
Skopje, if a unified entity is created, will be dgnificantly larger. As more complex competencies
are decentralized the need for comprehendve improvement management systems will become
evident, but the scale of the municipdities will mitigate the difficulty of addressing thisissue.

Municipd Elections will occur in fdl 2004; based on experience, there will be sgnificant
turnover in Mayors (not withstanding the LTD). This means USAID will lose some of its sunken
invesment in training and reaionship building with municipd leaders, some of whom play
leadership roles in ZELS. To mitigate this, USAID will need drategies to establish relationships
with newly dected municipd leaders One approach might be to offer traning specificaly
tallored to newly eected Mayors and Councilors. This will be important as local officials elected
in fall 2004 will be responsible for implementing decentralized competencies.

3
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LEGAL AND POLICY CONTEXT: FINDINGS

1

A Tradition of decentralized government. In short, many of the competencies now being
contemplated for decentrdization were previoudy municipd competencies and
municipaities had a much broader range of revenue sources that they have at present.
Ganing a more complete undergtanding of the pre-independence sysem of locd
government has the potentid to inform the current decentrdization effort of donors in
generd and the GOM. Ganing an understanding of changes in income and wedth, a
factor that ggnificantly influences the political context is aso important. In 1990,
GDP/capita was USD 2235, in 2002, it was USD 1835. This is an 18% decline. While
this does not account for grey or black market economic activity, it is evident that for
many people the qudity of lifeislower than in the pre-independence period.

Willingness to make self-contributions. The Kavardac example is dgnificant. It
illugrates the latent potential for locd citizens to make choices about levels of service
and levd of taxdion for which they will pay. Frequently during Assessment Team's
vigts to municipdities, officids pointed out that some municipa property taken over by
the date during centrdization was funded by this “sdf contribution” method. This
demonstrates that an informed citizenry can make locd government decisons and that
thereisardatively recent higtory of thiskind of decison making in Macedonia.

Conversion of public goods to private goods. One type of facility commonly funded by
the “sdf-contribution” method is sports and culture facilities. These were nationdized
after independence and are scheduled to be returned in the decentrdization process.
However, it is reported that in contemplation of this the GOM has granted long-term
concessions to operae the revenue generding aspects of many of these fadilities to
private interests This will limit flexibility and potentidly municipd revenue from these
facilities once they are returned to municipdities. This is an illugraion of the converson
of public goods to private goods that will limit locd discretion in managing these
facilities and an action that undermines public confidence in the political system.

Uncertain subventions. There is dgnificant risk, a this point in time, that the revenue
sharing approach currently contemplated will be subject to yearly variation, be opague,
and insufficient revenues for the competencies. During the period of this assessment,
serious discussons were continuing in an effort to address these issues and the outcome
of the discussons was uncertain.

Strong legal basis for citizen participation. Articles 25, 26, 27, 28 of LLSG ee
Appendix 2) provide a broad framework for Citizen Participation in loca government
that would cut across dl functiond sectors. These laws appear to provide an ample basis
for bona fide citizen participation in Loca Government if local civil society is aware of
them and knows how utilize them.

The uncertainty of shifting municipal boundaries. While the Lav on Teritorid
Divison and Lawv on the City of Skopje are important in determining the scde and
complexity of municipd jurisdictions, they ae outdde the scope of current USAID
programmeatic efforts. Most observers expect these boundary issues to be resolved in the
near future. The prevdent view of most seasoned observers is that political expediency
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will be the prime criteria and that this set of decisons will be highly controversd. It
should be noted that the FWA requires that municipa boundaries be redrawvn after
completion of the census in 2001. It aso dates that boundary revison process include
internationd participation.

7. Consolidation will increase the risk that populations of small municipalities will be
underserved as politicd advocacy for their needs will be reduced or diminaed.
Dedgning a politicd mechanian to ensure smdl locdities have an adequate voice in
local resource alocation decisons will be needed.

8. Legislative process is cloudy. The legidaive decentralization process is complex,
confudng and less than trangparent. To a dgnificant extent this reflects an inherent
predilection for a rule-bound approach to politica change. However, the murkiness of the
process can dso trigger suspicions and dlegatiions of politicd manipulation and
malfeasance which in turn can complicate and impede progress toward consensus. *

0. Performance gap. In a related vein, there is a gap between the espoused GOM
commitment to implementing the FWA and decentrdization and its behavior in taking
the necessary deps to make decentrdization a redity. The Assessment Team believes
that this gap is a reflection of red tensons within the political syssem and the absence of
a broad based public consensus for decentraization. Politica events over the next severd
months, specificdly passage of the LLGF and LTD will provide an indication of the
degree to which this gap will narow in the near teem.  The current condition gives
donors mixed sgnals, and exacerbates the problems in planning effective programs and
in donor coordination. However, it strengthens the argument for donor coordination: 1) a
the high politica level where pressure can be focused on the GOM and 2) a the program
level where the practicd needs to implement decentrdized competencies can be
addressed.

10.  Civil Society and decentralization. The Assessment Team was impressed with the leve
and energy of locd citizen participatiion and the growing indtitutiona fabric of competent
avil society organizaions. Although the role of civil society was not a centrd thematic
focus of the SOW, the Assessment Team bdieves that these community based voluntary
organizations represent a very sgnificant resource that can be relied on to both accelerate
and deepen the qudity of decentrdization. Whether as adjunct service providers,
advocates for reform or sources of citizen education, loca voluntary groups can be of
congderable vaue in making respongve locd government a living redlity. Although the

4 During the Assessment Team's stay, the GOM withheld a draft of the Law on Local Finance from ZELS, the
institution representing the parts of the society that would be most affected. The draft was not a confidential
document; it was widely shared in the donor community. This approach is not atypical, but it isinconsistent with
the recent and much heralded ZELS MOU with the GOM and the consultation provisions of the LLSG. The
pattern reflects the party-based center-oriented style of political decision making in Macedonia. In background
interviews with senior local government officials, a significant number expressed the concern that this type of
behavior signals an underlying absence of a commitment to meaningful decentralization. Several voiced the view
that “lip service” was being paid to decentralization in order to satisfy donor interests but that substantive change
was unlikely. Regardless of the validity of this perception, it is aview that |eads to cynicism, a lack of energy and
a slow-down in momentum.
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Team met with only a limited number of locd civic associations, it was clear that these
were effectivdy tapping into a latent srain of active voluntarism that gppears to permesete
Macedonian society, despite the periodic skepticism and mistrust sometimes expressed
about the motives of NGOs. To an important degree, USAID and severd other donors
have been ingrumentd in catdyzing this re-emergence of voluntarism. In generd the
seeds of a broad based reviva of civil society appear to have been planted. What is now
needed is a more focused effort to build competence and organizationa sugtainability in
discreet sectora or competence aress, in particular those areas that will support and
enhance the qudity and repidity of loca government decentrdization. The latent
grassroots capability to engender citizen participation in municipal life has significant
potential and should be an integral part of any future USAID municipal development
strategy. To date, USAID’s Civil Society efforts and those of others have not been a
ggnificant integrd part of the municipd development program, rather they have mosly
run in paralel. As decentralization occurs a more integrated gpproach is warranted.

MUNICIPAL CAPACITY

Municipa Capacity varies but the overdl operationd manegement cgpacity range is low to
modest. In part this is because they are small organizations, as the Kocani example below shows.
Municipd leaders, while eager for decentrdization and generdly certain of the ability to provide
better services a the locd levd ae uncetan about whether decentraization will provide
municipdities with the full authority needed to manage the competencies or whether essentid
management prerogatives like personne management and budget discretion will continue to be
held a the minigry level. Operatiiondly the same people now employed by Minidries will be
providing services, but under the supervison of the Mayor. The management capacity that
municipalities need and currently do not possess are those essential crosscutting capabilities
that allow Mayors and Councils to make decisions to shift resources from one sector to another
to align resources with the priorities of the community. Capable budget andysis, performance
andyss, human resource management, cgpitd planing and rdaed cross  cutting
skills/capabilities are not embedded in Macedonian municipdities The need for these
cgpabilities will emerge as competencies are transferred. It is important to note that in generd,
daff traned in these broad generd management <ills is not found in most municipdities
Further there are few examples of daff in municipa adminigration who possess these kills or
who can advocate for the development of the critical capacities described above.

Municipdities are very smdl organizations with very few competencies. Typicdly, a medium
szed municipaity has few employees, as is the case in Kocani, a municipdity with a Total Staff
of 15. This municipdity is a regiond economic center with a populatiion of gpproximatdy thirty
thousand. Based on discussons with people familiar with the Macedonian municipa  context
Kocani is typicd in its municipd sStructure and competencies. It is used in this report to illudtrate
the current condition and likely condition of the municipdity post decentraization. It performs
four main functions

» Land use planning for the city under the authority of the City Architect (a function shared
and controlled with the Ministry of Transportation)

» Provider of cetan commund sarvices suwch dregt  lights, drest cleaning  and
miscellaneous public services
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» Provider of road and traffic services such as road maintenance, traffic lights, parking, etc.

> Facilitator and broker of citizen conflicts with other citizens or dements of the
governmenta structure

Like mogt other municipdities Kocani has a Public Enterprise that is an independent entity
owned and controlled by the municipdity that provides public works services water, sewer,
refuse collection and disposd, cemetery mantenance, etc. The exact scope of the PE varies
somewhat from among municipdities. In generd, PEs ae designed to be sdf-finandng from
fees pad by dtizens for ther savices and by the municipdity for mantaning municipa
property. In fact, most PEs are under funded due to a very high levd of non-paying customers.
PEs typicdly have a 15 member Board, five of these are employees of the PE and the other 10
are usudly a mix of councilors and citizens. There is dso a control board of citizens gppointed
by the City Council that performs an audit function.

MUNICIPAL CAPACITY: FINDINGS

1 Public Enterprises Face Severe Problems. These are well documented. PEs suffer from
inadequate revenue as the result of a large number of non-payers, a legd environment
that limits remedies, a requirement that VAT of 18% be paid when hills are rendered, not
when they are pad, and a court system that does not facilitate resolution of outstanding
debts. Public Enterprises provide services that are dready decentraized, and operate in
legd environment that works againg their ability to provide services. If these conditions
characterize competencies that are already decentralized, what will the conditions be for
newly decentralized competencies? The Public Enterprise gStuation and the GOM
inability to solve sysemic problems in this sector is illudrdive of the difficulty, to date,
for ensuring that decentrdized competencies providing direct services to citizens are
supported by rationd laws that foster effective service ddivery.

2. Significant Scale of Organizational Change. The scde of organizatiiond change in
municipdities will be large. To illugrate the range of change in municipd adminigration
required by decentrdization two organizationd charts are presented. The first is of the
municipdity of Kocani now; the second is illudrative of how the city might be organized
after decentralization. (See Appendix 9.)

Table 1 shows how smple the organizational structure of Kocani is a the present time. It
is important to note the smal number of employees and the very limited number of direct
sarvices provided to ditizens. It is adso important to note that the Mayor and his dteff
peform a wide range of politicad functions that utilize the leadership and convening
power of the Mayor including locd economic development, locad dispute resolution, and
representation of the municipdities interets with Minidries ddivering services in the
municipdity. In short, the Mayor and his staff perform many functions that are not on the
Table of Organization because they are inherent in the politica leadership role of the
Mayor.

In Table 2 the expanded competencies of the municipdity are shown. In addition, to the
added competencies a dronger finandd function is induded as is the pogtion of
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Management Advisor. These two additiond components represent the two new
capabilities needed to effectivdy manage a much more highly complex public service
deivery sysem. The financid management cgpability is essentid to manage, not only
more money, but a more complex revenue and expenditure system. In the financid area
municipdities need to effectively control more funds and perform the kind of ornrgoing
financd planning that can anticipate fluctuations in revenue and in service demand and
informs management decisons that adjust to changing financid circumdances. Table 2
shows a “management advisor” in charge of day-to-day operations and as advocate for
improving the loca public adminigration infrastructure. This concept is discussed in the
next finding.

3. Municipal Management Capacity Building. In the Macedonian municipa context, there
is no professond municipd management cadre. Typicdly, the Mayor may have a Chef
du Cabinet as his top aide. This is usudly a well-educated person in whom the Mayor has
confidence both persondly and politicdly, but who does not necessarily have a public
adminigration background or a carer interest in municipd public adminigration. While
municipdities reman limited in ther competencies and modest in Sze this sysem is
adequate, but, as the municipdities become more complex and need to build effective
budgeting, human resource and planning capecity, the need for professond management
will become more acute Developing the concept of professondizing municipd
management and introducing it will smooth the decentraization process and accderate a
shift toward a more performance oriented government service ddivery syssem. A key in
developing this concept will be the introduction of a “ management advisor” into the
municipal organizational structure. The term “management advisor” is used because the
way this pogtion is developed will have to fit the Macedonian context and the exact
technigue may vay from municipdity to municpdity. The assessment team s
deliberately avoiding the term city manager, because it denotes a trandfer of Mayord
executive power to an appointed officid, an approach the team deems ingppropriate in
the current Macedonian context. While the Assessment Team envisons the “management
advisor’ as the day-to-day supervisor of municipd operations, the red responshility
would be to function as a management change agent. The “management advisor” would
develop and sugtain dl of the management systems needed to engender a service oriented
high performance organizetion. One way to think about this role is to consider the
“ management advisor” as an agent championing local public administration reform and
capacity building. A “management advisor” in each municipdity of sgnificance would
provide a “client” for technicd assgance in each municipdity who has a long-term
interest in developing municipa capacity.

4, The Same People in the Same Jobs. In the overwheming mgority of cases in the
decentrdization process, work will be carried out by the same people who perform it now
for Ministries, in the same facilities. The main difference will be that they will report to
the Mayor rather than a Minigter. For many functions and the people who perform them,
this will be a retun to the pre-independence arrangement. A mgor issue that will
determine whether the promised benefits of decentrdization are redized is supervison. If
Mayors have the full authority to supervise, reward, discipline and reassign daffs that are
transferred then the stage for enhanced service ddlivery will be set. If this is not the case,
achieving the full benfits of decentrdization will suffer Sgnificant dday.
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5. Municipal Financial Management Needs Strengthening. Currently most municipdities
of dgnificant sze have one or two municipd finance officars. On average, people in
these roles are trained as accountants and bookkeepers. Because the municipalities have
limited responghilities, this leve of financid management capability has been adequate
to dae With full-fledged decentrdization of competencies and incressed revenue and
goending responghility, financid management will become much more complex and
demanding and increased municipa capacity will be required. In a number of cases, these
kills will be provided by personnd now working for the Ministry of Finance that are
transferred to loca government. However, the increase in the number of management
units will inevitably require an increese in the cadre of individuds trained in locd
government finance. Didog with key officids & MOF would be usgful to determine its
current thinking on the skills and capacities its daff will need, if it is to continue to
perform this function under decentrdization.

6. Human Resources Deficiencies. The assessment team could not identify any plan for
ensuring that human resources are adequate for carrying out additionad competencies.
Neither Minidries nor municipdities have such plans, in some messure because of the
folowing reasons 1) the underlying assumption is that the same people will be
performing the same work, and 2) decentraization is not “red” yet.

7. Mechanisms for Citizen Participation. Municipdities are usng a variety of mechanisms
for Citizen Paticipaion. Surveys public hearings community mestings, citizen
paticipation on technicd committees developing LED plans and smilar techniques are
dl in use as are vehicles like the PE Citizen Advisory Boards. Municipalities appear to
be beginning to use the sarvices of locd NGO's. In Prelip, the Assessment team found
examples of a broad survey of citizen perceptions of neighborhood needs being caried
out by a locd NGO in a very professond manner. Locd NGO and NGO support
organizations seem very wedl atuned to the posshilities for higher citizen impact on
resource alocation decisonsin the post decentrdization period.

8. GOM Role Is Essential. More than anything dse, what municipdities need for
decentrdization to proceed is a GOM that is committed, on the political level, to making
decentraization work. A clear and vigorous policy and policy implementation program
would catdyze municipd officids, loca civil society, and donors to take action to build
capacity in patnership with line Minigtries. Without the GOM as a red patner, a
comprenensve gpproach to building municipd capacity is impossble. Thus, in the
current Stuation donors and municipdities will have to be opportunisic and inves in
piecemed capacity building efforts.

MUNICIPAL ASSOCIATIONS

ZELS

Ove the life of the project, LGRP has made a large invesment in ZELS. While ZELS has a
relaively long higory, until recently it was consdered largely a socid organization for Mayors.
Currently it has a governance dructure the includes Mayors and City Councilors, a media
drategy that presents a unified municipa postion on politica issues that affect decentrdization,
a rddively large gaff, and nine policy committees that mirror each of the competencies that are
to be decentrdized. It has an MOU with the GOM that establishes a policy consultation
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mechanisn and has access to technicad expertise from municipa daff. The 2002 LGRP
Evduation report characterized ZELS as the only bona fide domestic condituency for
decentrdization (This remains the case) and recommended USAID invest heavily in supporting
it, because of the importance of decentrdization to US policy objectives in Macedonia
Accordingly, ZELS is currently heavily subsdized by USAID/LGRP and continues to receive a
very high leve of expert TA from the project. It is important to note that there are no ethnic or
regiond splits on key policy issues and in public presentation forums, there are dways Albanian
aswell as Macedonian Mayors as spokesmen.

Over the five year time period covered in this assessment ZELS will need to address severd
serious issues including sudainability, dtaff development, and drengthening its influence with
the GOM.

MUNICIPAL ASSOCIATIONS: FINDINGS

1 Maintaining Independence. One mgor risk faced by ZELS is the potentid for being co-
opted, preempted, or unduly influenced by GOM. There are three factors a play: 1) the
paty loydties of Mayors and the pendties for taking postions independent of ther
parties, 2) a patern of the GOM sdecting its own choices to st on important policy
bodies rather than permitting ZELS to name a representaive; and 3) the affect of
European municipa association modes. In discussions with European donors, there were
frequent comments dong the following lines that ZELS should not write legidation; it
should only comment on the GOM legidation; its job is to cooperate with the
government; it shoud be funded by the GOM with a smdl percentage of subventions to
municipdities, etc. The cgpable professonds interviewed draw on western European
experience where municipdities are integrated into a governmentd sysem that is
prosperous and stable and the method of politicdl decison-making is characterized by
consultation and cooperaion. These are conditions that are different from those exiging
in the US or in Macedonia The European modd might be suitable after decentrdization
is implemented and mature and Macedonia is gpproaching EU accesson, but it is not
appropriate now.

2. ZELS Revenue. ZELS has difficulty in collecting dues from its members. It is esimated
that only about 50% of members pay their dues. Sdaries are rdatively low and much of
the daff is of high qudity, but tends to be young and inexperienced. One interesting
phenomena is that there are no pendties for being a free rider; non-dues paying members
receive the same savices and voting rights as those who pay. As the organization
matures, it will need to address this quedtion, which will be mitigated if mogt amal
municipdities are consolidated with larger neighbors as municipd boundaries ae
adjusted.

3. ZELS effectiveness. ZELS has become a pogtive factor in guiding and sheping a
coherent agpproach to decentraization and as a conduit for communication between
central and locd authorities. ZELS has made significant progress over the past year and a
half. Its advocacy efforts gppear to be reasonably effective, their nine policy committees
ae deveoping coherent policy podtions in citicdly important arees and  internd
management is being addressed. The red test of its effectiveness will come as primary
and secondary decentrdization laws are enacted in the forthcoming months.
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4, ZELS needs to refine its Strategic Plan. And give more support to its policy committees,
and adopt a practice of putting decisons on policy matters in writing, which is not
currently the case. Written policies will dlow daff to be more active advocatesanaysts
between medtings. Currently they have a reactive posture, and much saff support is
confined to logistics. While the 2002 Evauation report recommended that ZELS policy
committees be doaffed with personnd who are professond peers of top Ministry
professonds, what has developed is that adminidrative staffs with limited experience are
assgned part-time to support the committees. During the assessment, the LGRP STTA
working with ZELS addressed this issue in a policy workshop for policy committee
chairs and daff. New job descriptions and policy formulation processes were developed,
and may be implemented in the near future.

5. ZELS needs to improve its policy planning capacity. The internd adminigtration of
ZELS is not managed by a person familiar with the substantive policy issues faced by
municipdities. While this adequatdy covers day-to-day adminidraion of the
organization, there is no full time staff member who can lead or guide policy andyss and
policy advocacy work. Work that requires a high leve of skill and confidence and the
willingness to ded professondly with complex issues that directly address the
digribution of politicd power and influence in the country (loca/centrd). Policy
planning should be managed by an Executive Director with these skills or a Deputy
Director with complete responsibility for this portfolio.

6. ZELS long term sustainability. The phase out of the LGRP program which is scheduled
to terminate in September 2004, the unknown impact of the October 2004 municipa
elections and the continued and sSmultaneous need to upgrade systems, build saff
cgpacity and identify a continuing flow of high qudity leadership combine to thresten the
sudanability of this dill fragile but criticaly important indtitution. As USAID’s locd
government drategy unfolds, it will be essentid to give high priority to permanently
rooting ZELS and associations like it in the Macedonian governmenta/civil society
landscape.

AFO

To their great credit, the finance officers of the municipdities, public enterprises and Minigtry of
Finance daff sarving as municipd finance officars have developed an effective professond
organization with a modest level of assgtance from USAID. While the generd levd of financid
management professona <kill in municipdities is not a@ a high levd, the very dgnificant interest
by members in this organization and its programs demondrates tha there is a cadre of municipd
finance officids interested in leading a professond development organization and activey
paticipaing in upgrading the financid management sydems of municipdities This
organization, the Association of Finance Officers of Locd Governments recently completed a
comprehensive survey of a representative sample of municipdities ° In generd, respondents
were Mayors or their desgnees. A few illugraive findings from the report, in the rough English

® Study on Determining the Degree of Managing the Financial Capacities and Degree of Own Revenue | Local Self
Government Unit (LSGU), May 2003. Funded by USAID through LGRP.
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trandation provided to the Assessment Team, are beow. A complete copy of the Report
condusonsisincduded as Appendix 1.

» LSGU in future pay more atention to the insufficient and inadequate personnel in order
to be ale to successfully respond to the competencies that will be transferred from
centrd to locdl leve.

» ...in the period to come when the implementation of the budget planning will dart there
is the need for the devedlopment role of the budget, and longer term programs should be
taken into consideration.

» 86% of the surveyed LSGU have not established an internd auditor... There is the need
for dl LSGU in the future to accept the chdlenge of edtablishing the above mentioned
audit system.

» The inability to have the LSGU employees have equd trestment with respect to their
sdaries with the employees a the government bodies de-motivates them, makes them
fed discriminated againg.

The generad tone of the report and its conclusons represent a postive Sgn tha a sgnificant
number of municipa officids ae keenly aware of ther need to increase financid management

capaility.

The AFO report together with the recently completed UNDP assessment of municipa finance
management cgpacity and need can form an initid bass for deveoping a comprehensve
financid management capacity building drategy. Any comprehensive strategy will require the
active participation of the Ministry of Finance.

MAKKOM

MAKKOM is the acronym for the Professond Association of Public Services Enterprises.
MAKKOM needs subgantid inditutiond development, but can be a key to improving the
deivery of public services. It has been viewed as a potentid vehicle to provide professond
development and technicad assdance to the component of loca government that presently
provides direct service to citizens. Progress has been dow in developing this association in part
because it has been registered as a for profit entity and thus indigible for donor assstance, partly
due to leadership issues, and partly due to the very poor condition of the organization. Dues have
a high arearage, a reflection of the poor condition of PEs and partly a reflection of very low
service to members.

This organization needs very substantial institutional development. It has been receiving TA
from LGRP® and is in the process of reregistering as an NGO and making organizationa changes
that reflect the advice of LGRP. If these devdlopments are completed (dl indications are that this
will be the case), modest indtitutional support provided, and new leadership emerges then it is
likdy that USAID and other donors will have an inditutiona vehice to develop the skills and

® LGRP has recently completed a comprehensive needs assessment for this organization.
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cgpacity of these very important public service ddivery organizations that while under municipa
control are largdy independent and off the municipdities baance shet.

EMERGING MUNICIPAL ASSOCIATIONS

As decentraization proceeds a need for more professond associaions will emerge. Urbaniam,
Building Ingpection and Fire Service and Management Advisors are example. Effort should be
placed in deveoping such organizations as a means of rasng professond sandards and
providing technica assstance. AFO isagood modd of how this type can develop.

RELATIONSHIPOF CSHI AND FISCAL PROGRAM

USAID has two programs that have the potentid to sgnificantly support the misson’s municipa
reform program: the Community Sdf-Hep Initiative and the Fisca Reform program.

CSHI is edablished as a vehicle to fund smal infrastructure projects that are selected by
communities (not municipdities). This project was evaduated recently and the assessment team
became familiar with the project by interviewing daff and reviewing documents. The CSHI
evauation report noted that while the project is targeted to communities, in a very large number
of ingances Mayors played key organizationd and advocacy roles and that a significant potion
of projects supported public infrastructure e.g. water service, primary school rehabilitation, etc.
The evauation report urged closer linkages with LGRP.

The Fiscd Reform program provides a wide range of technicd assgtance in the fidd of tax
policy and tax adminigration. Its main focus is on the nationd level. However, there was a close
working and consultative relationship with LGRP during the preparation of the Property Tax
pilot and assessment of the potentia for an ad vaorem property tax in Macedonia.

CSHI: FINDINGS

1 Target CSHI Resources. The CSHI program resources can be linked to support
decentrdization by targeting its capitad resources to support improvements in public
infrastructure that are transferred to municipaities. This could ke done in a manner that is
consstent with the current local priority selection process.

2. Shift Some Fiscal Reform Resources. The technica resources of the Fiscd Reform
project can be shifted to place more emphass on tax and revenue systems (locd and
nationd) that support municipdities. Loca taxation is not a function that is separate and
diginct from nationd tax policy as municipdities have no inherent right to levy taxes.
That is, municipa taxing powers are essentidly delegated from the center and closdy
regulated. Fiscal Reform project resources could contribute to shaping the World Bank
Cadastre project so it has the potentia to support a property tax adminidration system
that can develop into a market based ad valorem system that captures dl parcels of land.
It could aso support technica evaduation and roll out of pilot property tax projects as
well as the devdopment of legidation that pogtivey affects loca own-source revenues
and national shared taxes.

Macedonia Local Government 14 January 30, 2004
Program Assessment
Final Report



Development Associates I nc.

THE VALIDITY OF THE CURRENT USAID STRATEGY

USAID’s program in Macedonia is organized under three drategic objectives, one of which
(Strategic Objective 2.0) is focused on building more legitimate democratic inditutions. This
paticular Strategic Objective is supported by four logicd intermediary  results including
increased citizen participation in decison making, improved adherence to the rule of law,
increased confidence in government inditutions and more effective, responsive and accountable
loca government (intermediate objective 2.3).

At the time tha the Strategic Plan was prepared, prospects for ggnificant and swift
decentralization were not encouraging. With the 2001 civil disturbances and the consequent
Ohrid Agreement, this stuation changed dramaticaly and meaningful decentrdization became
an imperative to the maintenance of the peace process as well as having its own intringc merit as
anecessary component of democratic reform.

In the 2001 Pan it was envisoned that the Local Government Reform Program would have four
rdated sub-gods to improve rddions with ditizens, to Srengthen municipd assodiations; to
improve the management of services and importantly to increese locd  government
responsbility and augment financia resources.  Of the four objectives, this latter god (increased
respongbility) is the one that is most directly related to the decentrdization process that is
currently underway.

In view of the dgnificant political changes and the high priority that is given to decentrdization,
the Misson quite appropriately wishes to review this drategic sructure and implicit priority
goas and determine whether the road map is Hill vaid and whether the current local government
assistance strategy and program are contributing to the achievement of desired results.

As of this writing, the numerous component pieces of the decentrdization process are formétive
and in a trandtion date. To an outsde observer, the process may seem more chaotic and
unpredicteble than will ultimady be the case. The perception of complexity is enhanced by a
proclivity to approach decentrdization through the passage of legidation, the uncertainty
regarding the content of the imminent law on Territorid Divison and the impact of the October
2004 Municipa dections. The views on decentrdization vary widdy depending on whether one
gpesks to a donor, a mayor, one of the many implementing contractors, an NGO or municipa
association. The additiona findings set forth below attempt to look a decentrdization both from
the point of view of Natond or Minigerid policy and from the perspective of loca
implementation. Both sets of perspectives are based on interviews with stakeholders from both

groups.
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STRATEGY: FINDINGS

1

Validity of Results Framework. At kast for medium term (i.e. the next two years), the
gods and objectives st forth under IR 2.3 in the FY 2001 Strategic Plan provide a
aufficiently coherent sructure to guide and monitor the loca government program. The
interlocking components of citizen engagement, better management of services,
grengthening of supporting associations and increased local authority conditute a logica
conceptud  dructure with the coherence and flexibility that are needed during this
trangtion period. The only shortcoming in the current framework is that it may not
accord adequate importance to facilitating the decentraization process which conditutes
a good ded of the work inwhich both the Misson and the LGRP project are engaged. On
balance, the Assessment Team concludes that the current Results Structure should be
maintaned with incorporation of broad guidance regarding the value of collaboration
between activities, as discussed below.

General Progress toward Achieving Results Although Macedonia is a smdl country, the
Assessment Team was impressed with the depth and breadth of US involvement in locd
government reform a dl levels of government and geogrephicdly, throughout the
country. In virtudly dl of the municipdities vidted by the Team there was a least one
and usudly two or more USAID activities directly or indirectly related to improving loca
government and enhancing the likeihood that decentrdization would be effective.
USAID is viewed as the principd leader in locd government reform and as a very
ggnificant source of funding. This extensve presence in and of itsdf does not guarantee
results but it does demondrate the sgnificant leverage that the program has and the
potentia capability to intervene congructively during the decentralization process.

In the find andyss, Macedonia itsdf will determine the pace and durability of loca
government reform. Overal, the Assessment Team was very postive regarding progress that
has been made in establishing the network of Structures and capabilities avallable to guide the
process when it isinitiated. More particularly:

»

The three-prong approach should continue. USAID’s current three-prong strategy
of working & the minigerid (policy) leve, the municipa (sarvice implementation)
level and a the citizen (information/awareness) level is necessary and gppropriate at
this stage of the decentrdization process. A previous evaduation has vdidated the
rdevance and high impact of the LGRP activity and the Assessmert Team concurs
with the core themes of that andyss.

Emphasis on flexibility and adaptability is necessary. USAID’s current emphasis
on flexibility and adeptability are fully compatible with the uncertain legidaive and
politicd context in which decentraization is occurring. However, as the dtuation
dabilizes as a consequence of legidaive action, it will be possble to fashion a more
daged and sequentid agpproach based on a higher level of predictability and clear
policy decisons by the GOM.

Opportunities for activity collaboration should be emphasized. There appears to
be congructive collaboration among the various implementing organizations. It is
cler that the Misson has given this a high priority and the leve of voluntary
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cooperation is impressve. However, the Assessment Team believes that there are
additiond opportunities to cepitdize on potentid synergies once the decentrdization
process has begun in order to maintan momentum, show early postive results and
develop a supportive and informed citizen base.

3. Training and technical assistance. The provison of technica advice to the minidries by
USAID is of immediate importance because the datutes that will shape decentrdization are
currently in a formative date. It is essentiad that that this type of focused technica support be
continued for the next 14 months and perhaps beyond. To the extent feasible, advisors need to be
placed insgde the ministries and operate a a senior policy level. The technicd assstance will be
doubly beneficid if working or advisory groups can be edstablished with participants from a
representative group of municipdities snce this will insure a locd perspective while a the same
time beginning to inform local officials about upcoming legidative changes. *

Over time, the training and TA emphasis should shift down to reflect loca needs. In
particular, locd municipdities will need generd management expertise to hep them pull
together, coordinate, prioritize and direct the new authorities and responghilities that they
will have to ded with. While narrow technicd training in particular functiond areas may
be necessay on a sporadic badis, the criticd bottleneck will be a limited ability to view
municipa operations from a broadly systemic perspective, to set drategic goas, establish
clear targets, develop work plans, monitor results and provide appropriate corrective
feed-back.

4, Sporadic pattern of municipal strengths and weaknesses. In conducting this
Assessment, the Team attempted to find common functional problem areas that a USAID
program could focus on and respond to. While the Team was able to identify cross
cutting needs such as the importance of upgrading municipd management  capability
through the insartion of professona skilled management advisors, it was difficult to pin
point arees of deficiency that apply across the board. While some generdizations are
possble, most of the difficulties that will arise during the decentrdization process will be
case by cae and will represent anomaous Stuations. Thus, during the decentrdization
process itsdf, i.e. during the actua cascading of new authorities and responghilities,
there will be a large vaiety of diverse chdlenges tha will run the gamut from smple
gysdems falures to morade problems, to difficulties in asserting management control over
former minigry daff. To ded with this diversty of issues, the Assessment Team noted
the vdue of edablishing in advance an interdisciplinary quick response capability that
could resolve problems as they arose and advise municipdities during the actud stages of
decentralization so that the difficulties do not become imbedded.

5. Uncertainty and confusion regarding the decentralization process. Locd uncertainty
with regard to the decentrdization process is itsdf an impediment to the devolution of
authority to municipdities. Municipd leaders interviewed for this assessment were
universaly unclear regarding the decentrdization process and concerned with respect to

" Realistically, the “insertion” of senior technical advisorsin aline Ministry must be done with considerable political
dexterity. The Team does understand that LGRP has been establishingstrong relationships with the Ministries of
Finance and Education. Similar relationships with other line ministries would be helpful. Although the Team did
not broach this concept with other donors or Ministries, it did not sense that it would generate opposition.
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their ability to manage the process in a manner that would avoid a sgnificant interruption
in the flow of services Many complaned about the complex thicket of lawvs and
regulations that they would have to interpret, confuson regarding the pace and content of
decentrdization and concern regarding the qudity and motivation of ministry saff that
would be assgned to ther jurisdiction. In generd, municipa leaders had received little, if
awy, oguidance from minidry offidds regading the timing and phesng of
decentrdization. Virtualy al voiced concern regarding the adequacy of resources that
would be made available and the impodtion from above of redrictions on their freedom
to explore new revenue rasng opportunities. In summary, municipa leaders were amost
unanimous in ther cal for darity, guidance and coherence in the decentraization process
and virtudly dl felt that they could not plan ahead or develop coherent drategies until the
component parts of decentralization were laid out.2

USAID and other donors are paying appropriate and needed attention to the provison of
technicd training within competence areas. While this is needed and appropriate, there is
a critica intermediate step that involves explaning how the process will work, how
sequencing will be managed, how certification will be provided and how personnd will
be trandered. The dilemma is that even if this is reatively cdear a the center, it is
obscure & the municipa level. A perdgtent risk during the decentrdization process is that
the local perspective, a perspective that can inform the process, will be ignored.

Although many of these concerns will be addressed during the next 14 months through
the enactment of primary and secondary statutes and through the provision of workshops
and training programs, there is a criticaly important need to give the mayora leadership
hands-on assigtance and to arm them with detalled knowledge of the congraints and
opportunities they will face and how to benefit from the changing bureaucratic landscape.
It will be particularly important to give new mayors the confidence and the tactical tools
to apply the powers that they will receive in a proactive and crestive manner and to help
them build plans that are tailored to the unique needs of their communities.

6. I mportance of templates, models, analogies. In view of the leadership changes that will
result  from the Fal 2004 locd dections, the adminidrative problems associated with the
re-dructuring of teritorid boundaries and the smultaneous devolution of centra
authorities through roughly 50 different statutes, mayors and municipal officials have a
reasonable basis for a high degree of uncertainty regarding the nature and structure of
the local government terrain that they will inhabit in two years. For this reason, the
Assessment Team believes that al would benefit from a clearer conceptua modd of how
effective loca government can function, how it should operate, the dandards of
performance, and the role of civic organizations in loca governance. Mot importantly
the specid Macedonian characteristics that insure that the mode is adopted need to be
identified and incorporated into the effort to make decentrdization work. The LGRP
program is in the process of developing dternative modds and different sructures that
could be adapted to different Stuations. It is important that this work continues and that
municipd officids be direct participants in this work.

8 ZEL S Policy Committees, organized on a functional basis, are well suited to served as the forum for State-L ocal
dialog, particularly if they are properly staffed.
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7.

Importance of developing synergies. There are dSgnificant opportunities to develop
synergies between the Misson's explicit decentrdization activities and other Mission
funded programs. In the broadest sense, virtudly the entire USAID program is linked in
some fashion to the progress, effectiveness and durability of decentraization efforts
whether in the area of court reform, drengthening civil society or gimulaion of
economic development. The Assessment Team found three opportunities where the
linkege is paticulaly compdling induding the Media Srrengthening Program, the
Strengthening of Civil Society, and capitd projects funded under the Community Self
Help Initiative. While the Misson has wisdy and successfully encouraged a high degree
of voluntary cooperation between these activities and the LGRP program, an explicit
injunction to explore joint initiatives together with a waver that would permit pooled
funding could provide a vauable simulus.

The challenge of donor coordination. Overdl, the donors loca government programs to
date have been largey “top down” and supply driven with an appropriate emphasis on
building locd government civil savant <kills  drengthening financid and  budget
capacities, determining the optima phasing for decentraization. Donor efforts as a whole
appear to be fairly comprehensive both topically and geographically. There appears to be
adequate funding, reasonably good coordination, and a growing capacity among the
donor community to target un-attended areas of importance.

An important component of USAID’s gpproach to decentralization has been the provison
of coordinating support to the donor community. Because of the variety of interventions,
the inevitability of dightly different goproaches, the difficulty inherent in working a both
the locad and centrd levds and the uncertain legidative picture, the desrability of
coordination is indisputable. To date, the Misson's efforts a coordination have been
limited to the preparation of information regarding exigting activities and periodic datus
reports and discussons on the progress of decentrdization. While the preparation of
informationd matrices is vauable, more can be done to integrate donor efforts around
central themes and key policy issues that will need to be addressed during the
decentrdizetion process. A viable dternative technique for augmenting information
coordination would be to edablish a smdl secretariat that would function for a limited
period during the mogt difficult and intense phase of decentrdization. The down-sde of
this gpproach is that it would be difficult to give this unit sgnificant authority to do more
than cgjole and encourage.’

Capitalizing on growing media professionalism. The quaity and professondism of the
locd media will be important to the durability of decentrdization. A well-trained and
independent media is important both as a source of basc public information and as a
mechanism to encourage improvement in government services while spotlighting abuses
when they occur. On the other hand, the ability to understand the media and to use it
congructively to obtain a public policy objective is a component part of leadership thet
needs to be nurtured. There is a ddicate line between building media professondism and

% As is frequently the case, some donors have traditional reservations regarding the desirability of US leadership
and these sensitivities need to be taken into account in any effort to deepen or expand the USAID-led
coordination effort.
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dearing the media in a paticular direction through provison of financid support.
Attempts to coordinate the media program with municipa reform and decentrdization
needs to be sengtive to this distinction. At the same time, the provison of background
information to the media, the devdopment of a smdl grants program to stimulate media
coverage in a paticular area and media workshops on issues that will surface as
decentrdization occurs could be hepful in gently encouraging the media to devote
greater attention to this subject.

COMMENTSON ACHIEVEMENT OF SPECIFIC SO 2.3 OBJECTIVES

A.

»

INCREASED MUNICIPAL GOVERNMENT RESPONSIBILITY

Sgnificant trandfer of authority to loca government has not yet occurred but the
probability that meeningful delegation will occur has greatly improved. Since recent
elections and encouraged to a dggnificant degree by US diplomaic and Misson
leadership, the momentum for change has accderated. The Government has passed the
lav on Locd Government and passage of datutes on Territorid Boundary and Municipd
Finance are imminent. Just as important, a the locd level there appears to be growing
redization that decentraization will occur and that when it occurs there is the potentia
for a vary ggnificat shift in responghility. At the same time, locd authorities are deeply
concerned that decentrdization will involve devolution of respongbilities  without
concurrent authority and/or resources. This can hgppen through the passage of laws that
create un-funded mandates or through the creation of performance expectations that
exceed local capacity. The consequence is ambiguity with respect to the decentrdization
process, exacerbated by uncertainty with respect to the results of the 2004 eections.

As discussed in the previous Section, there is a consderable range in the capacity of loca
government to handle the responshilities that will be placed on therr shoulders. USAID
and other donors have responded to perceived management deficiencies by developing
workshops and training programs designed to enhance capacity. However, until the pace
of decentrdization is cdear and the complex issue of financid discretion has been
resolved, it will be very difficult to desgn an integrated drategic approach to capacity
building. Talored traning in program budgeting and financid management and core
competency areas such as hedth, education and the management of sports and culturd
facilities will be necessry. In addition, training designed to help municipd mayors gan
meximum benefit from the decentrdization process should be consdered. (See section on
Training and Capecity Building.)

Despite the lack of trained personnd and anxiety regarding compliance capecity, severd
of the criticd indtitutiond components necessary for decentraization to work have or are
being put in place. These include four property tax pilot programs that could be rolled out
during the next 14 months prior to the January 1, 2005 deadlinge, the existence of Citizen
Information Centers in seven communities, the ongoing establishment of NGO Resource
Centers and severd Civic NGOs that will be criticdly important helping loca
municipalities improve effective communication with citizens

Locd government officids differ on whether decentrdization should be accelerated (a 1-
3 year process) or atenuated over for example 15 years with the cascading of
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C.

responsibilities triggered by certification of competencies. If accelerated, decentralization
will be more chaotic and inefficient, if phased dowly there is the peragtent danger that
forward momentum will evaporate. While the pace of decentrdization is a GOM question
that will be heavily influenced by the Law on Municipd Finance, a coordinated donor
postion on this matter will be influentid. In that respect, a centrd theme of this
assessment is that decentralization should be implemented on a “fast track”'® basis within
a tweve to eighteen month period once the two critical statues (Finance and Territoria
Divison) have been enacted. Approach to decentradization must be both phased to insure
that responghbilities are co-terminus with capecity but fas enough to show results.
Excessve preoccupation with eg. financid skills may be counterproductive. Some
degree of inefficiency can be tolerated for the sake of visble action.

CITIZENSMORE INVOLVED IN LOCAL GOVERNMENT DECISION
MAKING

Both centrd and loca governmental authorities express enthusastic support for the
concept of citizen participation and anecdota observation suggests that the new Citizen
Information Centers are being wedl used. Many mayors have discovered the politica
vaue of engaging ditizens in decison meking and the habit of dtizen paticipation is
increasingly evident in discussons of political process.

In the long run, the effectiveness and durability of loca government structures will
depend on the ability of citizens to articulate their needs in a manner and through forums
that will convert these needs into respondve performance. While coherent legidation,
courses in management and the provison of modern equipment are important attributes
of trus will emerge only from the interaction between citizens and the officids they
elect. While this may gppear to be a amplidic, even condescending “finding”, it is an
important beacon in the long term desgn of an effective locd government drategy
because it place emphasis on creating the bottom up demand for services as opposed to
the top down supply of what an officid believes to be the needs of his or her
condtituency.

STRONG MUNICIPAL ASSOCIATIONS

Emergence of Municipal Associations as key actors

4

The Asociaion of Municipd Mayors (ZELS) has become a pogtive factor in guiding
and shaping a coherent gpproach to decentraization and as a conduit for communication
between centrd and locd authorities: ZELS has made sgnificant progress over the past
year and a hdf. Their advocacy efforts appear to be reasonably effective, their nine policy
committees are developing coherent policy pogtions in criticdly important areas and
internal management is being strengthened.

Currently, ZELS performs an andytica function, an advocacy function and a training
function. The concurrent management of these three responghilities is gppropriate for the

10 By “fast track” we mean on an accelerated basis by the GOM, and with a sense of urgency.
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short term because of the imminence of decentraization and because other inditutions
ae not in place. For the longer term, ZELS will need to ded with severd inditutiond
issues induding financid sudanability and the edtablishment of a governance system
that ensures that the organization can mantan objectivity while a the same time
advocating for policy reforms that will ensure high qudity local government.

Most immediately, the phase out of the LGRP program which is scheduled to terminate
in September, 2004, the unknown impact of the October 2004 eections and the continued
and smultaneous need to upgrade systems, build saff capacity and identify a continuing
flow of high qudity leadership combine to thresten the sudtaingbility of this Hill fragile
but criticaly important inditution. As USAID’s loca government drategy unfolds, it will
be essntid to give high priority to permanently rooting ZELS and associations like it in
the Macedonian governmenta/civil society landscape.

Shift in Strategic Focus

1.

The Assessment Team concluded that the Misson should not undertake a mgjor effort to
re-fashion the local government drategic framework  thistime.

However, the Team bdlieves it is important thet the Misson begin to identify those long
term, over the horizon, factors that should influence and guide the program in order to
soundly root loca government reform in the politicd life of Macedonia and to insure that
the reforms are durable and increasingly effective.

While, over damplified, the long term success of decentrdization will depend on the
interaction between two sets of complex variables: the performance of locd government
in the broadest sense; and the demands, expectations and satisfactions of citizens. This in
turn will depend on:

» The availability of adequate financid resources.

» The capability of municipd government to deliver saervices and respond to citizen
concerns.

» Theleve of dtizen trugt in public ingtitutions.

Despite the very best efforts of donors and competent locd government officds, the
decentrdization process will be uneven with the posshbility of temporary lapses in the
qudity and coverage of government services, eroson in staff morale as a consequence of
the re-organization and in some cases, as a result of a deliberate decison to not absorb
Minigry gtaff.

The ovedl podure of the donor community during this turbulent period will be
influentid in determining the durability of decentrdization. While there is much that can
be done in the 14 months prior to the actud transfer of responghilities, once this process
begins, attempts to insert stop-gap training or to upgrade skills on an emergency bads are
likdy to be unsuccessul. During the fird few months following decentrdization, there
will be a grace period of public tolerance that can be srengthened through a postive
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public relations campaign to broadcast the potentia citizen benefits of decentrdization.
In addition, donors may wish to condder seps that would provide municipdities with
quick accessto “bricks and mortar” resources to demondtrate tangible benefits.

6. In this context, the Evolving Misson drategy in the 2004-2009 period should
increasingly rest on five core themes**
» Short-term maintenance of a dud drategy: policy reform at the top; and cepacity
building at the locd levd.
» A sift in energy and momentum to the locd levd (Empowerment of mayors to
encourage pro-active planning, preparation and politica entrepreneurid sKill.)
» The criticd importance of adequate loca budgetary resources. (Both funds and
the capacity to program resources wisely.)
» Building an engaged, informed and supportive citizen base to ensure durability of
decentralized functions.
» Support for line minidries in the areas of decentrdization policy and program
implementation.
CONCLUSIONS

The following sets forth the primary conclusions that emerge from the previous discussion.

1.

The immediate success of the effort to decentralize authority and responsibility to local
government entities in Macedonia will depend primarily on the actions, attitudes and
initiative of the Central Government. Despite anticipated passage of core legidation,
there is sufficent continuing oppodtion to decentrdization within the government to
serioudy impede and perhaps destroy the process. This oppostion is made manifest in a
confusng labyrinth of legidaion, a generd unwillingness to dlocate sufficient human
and financid resources to guarantee the independent viability of the newly empowered
governments and a cautious proclivity to move as dowly and carefully as possble. It is
exacerbated by the uncertainty of upcoming eections and the doubtful wisdom of
enacting a datute that would consolidate municipdities, and undermine services to small
poorly served aress. Many of these areas are characterized by dgnificant ethnic tension.

While locd officids are by and large enthusiagtic about the new responghilities they will
receve, they ae concerned that they will have inadequate authority and financid
resources and do not conditute an independent politicd force with sufficient power to
pull decentrdization down from the top. However, because Macedonia has an abiding
tradition of responsive loca government, a strong human resource base and core group of

11

The time period is chosen because it corresponds approximately to the periodicity of the Mission’s Strategic
Plan. The Assessment Team suggests that with respect to the local government related SO's, the Mission
undertake a strategic review toward the end of FY 2004. This review would presumably cover the period FY
2004 to FY 2009.Also this period was agreed as the proper time frame in the Team’s initial meeting with
Mission staff.
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tdented and energetic locd politica leaders, decentrdization will be successful if the
GOM wholeheartedly decides to support it and to dlocate sufficient resources and
authority to make it work.

2. The long term success of decentralization will depend on the ability of local
government to generate a sustained citizen demand for responsive and cost effective
services and to translate this demand into sufficient political power to sustain and
increase the flow of financial and human resource support from the Center. At the
current time and despite sparks of interest and enthusasm among some of the sawvier
locd leaders most of the energy and momentum for decentraization is coming from the
top in the form of legidative action, imposed training programs and a variety of well-
intended donor initiatives. This top-down approach to decentrdization is likely to lose its
momentum once requiste laws are passed and in the inevitable face of the confuson and
occasond missteps that will accompany a transfer of power. In the long run,
decentrdization can only be sudtained through the voices of citizens who demand
effective government and the voices of local leaders who can advocate for and secure
adequate authority and necessary support to respond to their congtituents. While the long
run vison of effective locad government may be indidinct a this early point, some core
attributes are clear. These include; the authority and desire to take initigtive to address
locd problems, the ability to aticulate needs from the loca perspective and up through
the politicad system; the ability to adjust and talor centra resources to loca conditions;
and, in generd, the credtion of a fdoric of locd government/citizen reaions that
congtitutes a coherent center of political power.

3. It is essential that USAID maintain a strong program and a high profile during the
preparatory phase of decentralization. The planning and preparatory phase prior to the
actud devolution of authority is dosolutely criticd. If USAID is to maintain a subdantive
leadership role in its didogue with the GOM and among donors in faciliteting a rationd
decentrdization process, it must engage in a “full court press’ that integrates dl
appropriate and available resources. For the next 14 months, USAID mus continue to
operate aggressvely a both the nationd and locd level and must be very forward in
encouraging Ministry and senior GOM officias to maintain momentum. 12

4, USAID’ s program design should evolvein relation to the stages of decentralization and
be targeted to respond to primary needs at each stage. Over time, the decentralization
effort should shift from the cascading of authority and responghility to the building of
cgpacity to the establishment of civil society indtitutions and civic organizaions that will
build and perpetuate the traditions and practices that will insure that decentrdization is
sudained. The creation of drong, supportive, independent civil dructures, such as
neighborhood organizations and broad based school boards, at the locd leve is the best
insurance againd recidivism.

5. USAID will need to harness and integrate as many resources as it can in support of
decentralization during the next year to year and a half in order to maintain and

12 The “full court press’ will require the coordinated efforts of USAID Mission Staff and Director, the

Ambassador and diplomatic staff and USAID’s Implementing Partners/Contractors. The “full court press’ will
reguire coordination among the political and programmatic interventions of all the significant donors.
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improve the likelihood o success. Currently, as a consequence of the LGRP, CSHI, the
ISC civil society activity and the IREX media program, the Misson has esablished an
extensve inditutiond “presence’ throughout the country and a rich network of relations
with senior decision makers. Because of the Misson's hedthy and open operating yle,
there has been a high degree of voluntary cooperation among these activities as well as
cooperation with other donors and other USAID programs tangentidly related to
decentrdization. Inevitably, however, scopes of work and contractud agreements
edablish boundaries that implementers need to carefully observe. In this context, the
Misson can do a great ded to broaden these perimeters and to expand the domain of
cooperative endeavor.

6. USAID can serve a very constructive role by questioning several underlying premises
that are shaping decentralization. These include the concept of budgetary neutrdity, the
assumption that full and complete adminidrative capability must be in place before
decentrdization can occur and the wisdom of imposing redtrictions on locd government
authorities with respect to the desgn and implementation of new revenue sources. In
none of these indances is there an absolute right or wrong approach and in most cases
there is a reasonable middle ground that congtitutes a best case solution. However, there
is a danger that a short term pre-occupation with efficiency, cost control and a “seamless’
trangtion will undercut the devolution of meaningful authority to the local leve.

7. Attempts at Donor coordination should continue and perhaps be strengthened. USAID
deserves subgtantial credit for its efforts to encourage donor coordination through the
provison of background information and preparation of matrices designed to spotlight
aeas of need and possble duplication. During the next year to year and a haf, the
complexity of coordination issues will expand immensdy and the importance of a
coordinated “voice” will increase.

RECOMMENDATIONS

The following section sets forth the recommendations of the Assessment Team. It is divided into
four parts.

4 Generd drategic recommendations

» Program recommendeations pertinent to the next 14 months. (Phase 1)

» Program recommendations pertinent to the following two years.(Phase I1)

» Program recommendations for the long run.(Phase I11)

GENERAL STRATEGIC RECOMMENDATIONS

1 Focus on Decentralization. The primary focus of IR 2.3, More Effective and Responsive
and Accountable Locd Government during the next 14 months should be placed on
preparation, facilitation and acceeration of the decentrdization process. Because of the

criticd importance of progress in this area to the future stability of Macedonia, the
Assessment Team aso recommends that decentrdization be accorded overriding priority
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for the entire SO 2.0 program for the next 14 months so that the various activities funded
under this Program can be leveraged for maximum impact. As the Assessment makes
clear, the challenges facing decentralization are daunting and the risks of failure are
quitereal. A partial or hesitant approach to these difficulties would be a serious strategic
mistake.

2. Retain Strategic Framework until after 2004 elections. The Misson should retain the
Strategic  Framework edtablished for IR 2.3, More Effective and Responsve and
Accountable Local Government through CY 2004. This set of objectives is sufficiently
focused and defined to accommodate the current and likely activities that will be funded
during the next 14 months in support of decentraization. Toward the end of 2004 and in
preparation for the actua process of decentrdization, the Democracy and Governance
Team should undertake a Strategic review of the entire SO.

3. Retain current Measurement Plan. The Misson should not re-cast the Peformance
Measurement Plan for IR 23 a this time The current measures are rdevant to
decentraization, a basdine of data has been established and the current Stuation is too
uncertain to warrant afundamenta re-assessment of indicators. More specificdly:

» Change in satisfaction with Local Government. This is a direct, rdevant and
important long term measure of the anticipated benefits of decentrdization. This
data should continue to be collected, dthough great care must be taken to not
over-emphasize the importance of periodic fluctuaions. It is likely, for example
that following decentraization there will be a drop in saisfaction levels due to
inflated expectations and a short term drop in government services as a result of
difficulties faced during the trangtion.

» Trugt in Local Government. This is an important and long term measure of the
anticipated benefits of decentrdization and an indicator of civic ability. The data
should continue to be collected with the obvious caveat tha rdiable “trugt”
indicators are difficult to obtain and may be influenced by trangtory events of an
emotiond nature. In generd, the concept of high and low trust societies is an
important perspective to apply to trangtiona, potentialy high conflict societies.

» Local Government expenditure as percentage of total government
expenditures. This is a direct and rdevant measure of the trandfer of funding
authority under decentraization and an indirect measure of the commitment of the
centrd government to the principle of decentrdization. However, the trend-line
may be mideading because a podtive shift does not necessarily mean a net
increae in the qudity or levd of savices or an improvement in the
responsiveness of loca government.

While dl of the indicators cited above are relevant to decentrdization, because of the
large number of exogenous vaiadles that influence such things as “trus” or
“stisfaction” they do not conditute a direct measure of the vaue and impact of USAID
funded activities. However, snce USAID is the lead donor in this area and because
USAID funded programs are so extensive and operate throughout the country, the higher

Macedonia Local Government 26 January 30, 2004
Program Assessment
Final Report



Development Associates I nc.

level indicator of program progress can be used provided the data is interpreted in
reference to other intervening variables.

4, Structure the Program around sequential phases. With respect to program planning,
USAID needs to maintan programs a both the Municipd and Minigerid policy leve
during the five year period while a the same time shifting enphass in a way that will
inaure that the momentum toward decentrdization is mantaned. This requires very
caeful targeting. Accordingly, for the next five years the Program should be
conceptudly structured around sequentid phases and topicd priorities. The Assessment
Team recommends the following draght-forward structure that corresponds to the
logica stages of decentrdization as discussed in Part B. These are:

» Phase I: Planning. Planning, preparing, desgning and tesing: from now until
January 1, 2005.13

4 Phase II: Implementing. Devolution of authority through passage of laws and
implementing regulations, cascading of authority and responshility, educating
ctizenry, providing training for locd offidds from Jenuary 1, 2005 to
approximately December 31, 2006.

» Phase III: Sustaining. Consolidating capacity and building dtizen involvement:
from January 1, 2007 through December 31, 2008.

These dages should conditute the basis for program planning and assstance should be
targeted within these planning peimeters during the next five years. Actua project
activity should be adjusted to on the ground conditions as they evolve.

5. Concentrate on three thematic priorities. The Locd Government Reform program
activity during a leest the next three years and probably for the entire five year planning
period should be driven by the following three thematic priorities

» Demand driven. A gradud shift from a top down, supply driven approach to a
bottom up demand driven approach.

» Sugtainable civil society. An emphass on building a durable cvic and
community based inditutiond infrastructure thet is funded by the community.

» Civil service professionalism. The development of a wel trained, well motivated
and farly compensated professond gaff of cvil savants a the Municipd leve
that understand the service role of government and possess an ethic of honesty
and high performance.

6. Adopt a preference for speed in preference to perfection. In its communicaions with
government & dl levels ether directly or through project implementers, USAID should
adopt a podtion in favor of accelerated decentrdization. Specificdly, USAID should

13 |n addition, careful planning must be undertaken to support newly elected municipal leaders (Fall 2004) and be
opportunistic about the opportunities decentralization presents between now and Jan-2005.
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encourage GOM officids to adopt legidation as quickly as possible, to roll out on a pilot
bass wherever feasible, and to delegate competencies on the bass of adequate rather than

perfect capability. 4

7. Support the preference for speed through convincing analysis. USAID should
commission a sudy that examines the case for rgpid decentrdization. The Report should
examine a leest two other cases in other countries where decentrdization was done
quickly and enumerate the costs and benefits of this dternaive approach. Drawing on
experience in other countries it should: 1) identify new revenue generding techniques
that will be avaladle to municipdities within parameters of the soon to be enacted law on
municipa finandng, and 2) identify new revenue generaing techniques tha could be
made avaldble to the municipdities a& some later point through modification or
amendment to the law on municipd financing.

8. Integrate growing emphasis on civil society. Gradudly dign NGO, Civil Society,
programs with the decentrdization process in four broad areas and pursuant to following
priority:

» Citizen education. Condder an ISC funded sub-grant program that would support
groups that educate and inform citizens regarding the role of government, citizen rights,
and the principles of democracy. (Phase Il and 1)

» Association  Building.  Support the esablishment and maturation of professond
associations related to the effective provision of urban services such as an Association or
Urban Planners and Architects, an Association of Building Inspectors, etc. (Phase 1l and

1)

» Service delivery. Explore opportunities to support NGO capacity to provide services in
conjunction with or as an dternative to locd government. (However, great care must be
teken to not expect too much of financidly fragile organizations or to engage
independent NGOs in contractud responshilities that will erode their autonomy.) (Phase

1

» Advocacy and governmental accountability. Begin to support responsible NGOs who
advocate for specid causes or promote an dternative perspective. If feasible, identify and
support local NGOs whose actions can improve governmental accountability and
transparency. (Phase lIl)

9. Capitalize on LGRP investment. USAID should identify key Macedonian LGRP g&ff
that have the intdlectud capital and experience to form a core team to implement the
next dage of its loca deveopment efforts. USAID has made a very large invesment in

14 The Assessment team has not attempted an item by item analysis of the timing of the decentralization process
because of the large number of intervening variables. However, there is a pervasive view among those that were
interviewed that the disincentives to decentralize will impede momentum and that the current schedule is not
likely to be met. While this may not be the case, the schedule appears to be rather formulaic and is not geared to
the particular problems facing individual programs and ministries. In general, the Team inclines toward an
emphasis on rapidity and progress as opposed to perfection.
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traning and development of Macedonian staff and it should capitdize on this invesment
in the next phase of its municipd devdopment effort. Depending on the scope of the next
phase of the program the Assessment Team envisons that approximately Sx to twelve
Macedonian daff might fdl into this category. Early efforts to identify and retan this
core team should be considered before economic risks push potentid core staff to take
other jobs.

SPECIFIC PHASE | RECOMMENDATIONS®

1 Sustain a seamless core of operations. For the next14 months, USAID should sugtain the
core activities of the Locad Government Reform Program and build on its nationwide
“presence’ and the comprehensive body of experience it has developed since 1999. This
period of intense preparatory work needs to be characterized by flexibility, adaptability
and opportunismin order to seize advantages when they emerge.

2. Continue © provide institutional support to ZELS and AFO and initiate modest
support for MAKKOM. USAID should continue to provide the current high leve of
expert on-going technica assgance to ZELS and should continue to support its policy
andyss and policy advocacy capabilities, but in exchange for its support, it should
expect a high level of performance. The present subsidy leve for ZELS is not sustainable,
but this should not be a congraint to USAID during this criticd period. ZELS has a
serious free-rider problem tha USAID should not subsdize While maintaining very
drong support for this maturing organization, USAID should cease gdaff and funding
support for the ZELS EXPO; it is not a complex event to run and ZELS now has three
years of experience. USAID should adopt a policy of reducing its subsidy to ZELS by the
amount of unpaid dues. This should be done in a way that is desgned to hep ZELS
mature and grow into a competent organization that can set expectations for its members
(No Free Lunch) and help raise its expectations for its own performance.

3. Provide policy support to Ministries in drafting laws and regulations. USAID should
support the continuation and expanson of a TA program that enlists top Ministry civil
savaits and ther municipd peers in figuring out the detalled procedures for
implementing decentrdization of gspecific competencies The LGRP dready plans to
edablish a unit within the Minisry of Finance and is providing high-level andyss to the
Minigry of Educetion. This initistive should be expanded to other minigtries. Where
feasble, this TA effort should emphasize the establishment of joint working groups that
involve officids from locad government. This goproach, not only brings the loca
perspective to the policy table, it dso establishes working relaionships that can smooth
the trangtion.

4, Design a Municipal Advisor technical assistance program. USAID should support the
design of a program that would train and place municipa advisors in from 10 to 15 key

15 These recommendations are in approximate order of priority based on the preceding Assessment of issues and
capacities. By “priority”, the Assessment Team means both the level of importance and the sequence of action.
For example, building citizen understanding of the reciprocal relations between government officials and their
constituents is probably the single most important building block of effective governance structures, but it is listed
last under Phase | because other action items are of more immediate importance.
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munidpdities. These individuds should have strong manegerid ability and a capacity to
orchestrate and prioritize within - a complex organizationd dructure.  Cooperating
municipdities should be asked to bear an initid portion of the cash cost. One scenario
would be for USAID to fund two-thirds of the cash cogt of the management advisor. If
edimated annud sdary is USD 6000 (including socid benefit contributions), the USAID
initid cost would be USD 4000, thus management advisors in ten municipdities would
cost USD 40,000. The USAID portion would be reduced to one-third in the second year
and zero in the third year. These Management advisors would serve as an internal
management change agent advocating for improved budgeting, human resources, and
finencd manegement capabilities The advisor would sarve as the internd client for
training and technicd assgtance resources offered to the city and determine how these
should be utilized to buttress the City’s own management development agenda. The
appointment should be gpproved by the City Council and the person’s skills should be in
line with a standard job description included in a MOU with the City. No appointment
should be made until the USAID implementer approves that the candidate’s skills are
consistent with the job description. Experience esewhere has demondtrated that this helps
buffer Mayors from pressures to hire politica favorites. If successful, and crafted to fit
the Macedonian context, the Management Advisor program can seed the development of
a locd public adminigration cadre in the country. This program can be a low codt, high
impact initiative that places management change agentsin Mayor’s offices.

5. Design Quick Response Teams. USAID should support and fund the design of a
dructure of Quick Response Teams to asss municipdities during the decentrdization
process (Phase Il @ove). This activity should be designed and staffed by the LGRP or its
successor. It should be located within ZELS or possbly within the Ministry of Locd
Government if it becomes cler that the MOLG is adequady engaged in activey
faclitating, rather than controlling, the operationd aspects of decentraizaion. Teams
should have a degp and comprehensve understanding of the Satutory framework and
condrants, cvil sarvice lavs and regulations deding with personne re-assgnment, the
budget and finance laws and the revenue mechanisms avalable to locd government as
well as a good knowledge of the supporting resources available from donors and from
within the GOM. They should be avalable to work directly with mayors and Council
members on a direct, persond bass. Each Team should include an attorney, a personne
expert, a management expert and a financid expert. Where feasble, teams should include
a member from the locad community. Expertise of the type described will be in short
supply as decentrdization commences. Its absence can dow decentrdization and the
knowledge gained by the team(s) can inform the policy implementation process. In
addition, information about successful problem resolution can be shared via ZELS
dissemination vehicles

6. Design a Mayoral Institute Leadership Program. USAID should support and fund the
establishment of a Mayora Leadership Development Program for Macedonian mayors.
This program should have three sequentiad components including 1) leadership training
for recently eected mayors including new mayors and re-elected mayors, 2) a workshop
on municipa planning and development and 3) provison of talored follow up assstance
to hdp individud mayors formulae thar own plan of action for ther municipdity,
talored to the specid chdlenges that these communities will face during and shortly after
decentrdization. This program should give gpecid emphass to hdping mayors
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10.

11.

undersand the decentrdization process, their new roles and responshilities under
decentraization and the specid chdlenges/opportunities they face during and shortly
after decentrdization because of governmenta re-dructuring. Follow on  talored
consutancies should be provided by individuds who have served as mayors or have
expatise in assding politicad leaders manage  effectivdly  in dynamicdly  changing
circumstances. Advisory support should be available for a two year period following the
inititing workshop. Advisors need not be U.S. expatriates and should have experience in
socidig countriesin trangtion.

Accelerate expansion of pilot projects. Filot projects that demondrate the potentia for
improved service, adminidration and revenue  management  with  decentrdized
competencies should be expanded where feasble The vaue of these pilot efforts
provides lessons learned that can be gpplied but to train and fast-track the implementation
process. Any prior experience in revenue collection for example is better than none at dl.
The current pilots in Urbanism and Property Tax collection are examples. They should be
rolled out with USAID support and new pilot topics identified. The pilots not only
improve municipal management, they have the potential to inform policy development at
the national level.

Strengthen donor coordination through the establishment of a small supporting
secretariat to function for 12 to 18 months. The Assessment Team bdieves that
condderation should be gven to the edablishment of a smdl office charged with
informationd and programméatic  coordingtion to function in conjunction with the
Committee of Principles that operates & the Ambassadorid leve. This unit would be
primarily informationd but proactive in its effort to identify opportunities for synergy
and to gently engage the donor community in long term drategic thinking regarding the
fundamenta attributes of decentrdization and the obdacles that will need to be
overcome. It is specificdly suggested that the Misson condder the services of a senior
officid, former Misson Director or Ambassador with the inter-persond and diplomatic
skillsto beinfluentid without agreat ded of forma authority.

Sponsor analytical studies on revenue adequacy in order to deepen understanding of
feasible alternative funding mechanisms. The Misson should support a series of studies
on municipd finencdng tha would identify credive dterndive revenue generating
techniques that could be adopted within the politicd and organizationd condrants
goplicable in Macedonia.

Develop models and templates. Develop a modd municipd adminidrative sructure(s)
and processes that support the decentraized competencies and provides for strong
accountability to local political leadership and to citizens.

Develop financial accountability strategies for Public Enterprise. Develop approaches
that will solve the chronic problem of under funded Public Enterprises that currently
provide most direct municipa services. This will require changes in law and regulation
and increasss in effective locd management. The dructura problems in this sector are
well documented and will require changes in exiding law to dlow timdy full cost
recovery for services. Concurrently initistives to make the decisons that shape PE
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12.

behavior transparent should be developed, building on the modest successes of the
Citizen Advisory Board program.

Develop a citizen participation strategy that focuses on citizens. A sgnificant effort has
been placed on educating municipd officdas on the politicd vadue of Citizen
Participation and asssting in development of methods to invite dtizens into the municipa
proceses. Now, with decentraization, an integrd pat of USAID’sS municipd
deveopment effort should be specificaly targeted at educating and supporting municipa
level NGO/NFO/civil society in how to advocate for ther interests a the municipd leve.
Developing a program to support this in Phase | is necessary, so tha the program will be
reedy for implementation in Phase Il. USAID should capitdize on the thinking that NGO
support organizations are currently doing on thistopic.

PHASE || RECOMMENDATIONS

1.

2.

8.

Continue policy support to ministriesin drafting secondary legislative acts.

Make a pro-active effort to more directly link capital fund projects to decentralization.
USAID should condder earmarking a dgnificant portion of its cagpitd funds (CSHI) to
support projects that can help demondrate the benefits of decentrdized competencies. A
very dgnificant portion of CSHI resources have dready been dlocaied to municipa
infrastructure eg. school rehabilitation and window replacement, water systems, etc.
According to the Civil Society Assessment completed in summer 2003, strong mayora
leadership characterized most of these projects. USAID should foster a smilar approach
by other donors who have capitd funds. A mgor rationde for this gpproach is tha
discretionary locd funds, especidly for cepitd projects, will lag the announcement of
decentrdization sgnificantly; targeted donor capitd funds can help close the expectation
gap and build confidence in loca government capacity.

Activate Municipal Advisor Program

Make a pro-active effort to more directly link NGO and civil society grant programsto
support for decentralization and local government reform. Activities that might be
supported include professond associations linked to loca government, citizen civil
education groups, in-school programs on civic education, advocacy groups who support
locd empowerment and the drengthening of NGOs that might eventudly assg in the
provison of municipa services.

Activate Quick Response Teams.

Activate Mayoral Leadership Development Program.

Engage in collaborative activities with the Media Support program. Work at the loca
level in order to increase the extent and qudity of media atention to loca government

reform.

I mplement the Citizen Participation Support Program.
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PHASE |l RECOMMENDATIONS

1. Evaluate impact and utility of Mayoral Leadership Institute Inditutiondize the
program as a continuing facility, perhaps independent or located within ZELS.

2. Evaluate impact and utility of Municipal Advisor Program. Expand if gppropriate.
Congder esablishment of Municipd Advisors Association to emphasize the importance
of this professon, creste performance standards and lobby for professonad municipa
management. Condder uang the shared funding technique to enable the development of
other needed municipa capabilities.

3. Expand attendance at Mayoral | nstitute to include Council members.

4, Gradually phase down work of Quick Response Team.

5. Working with ZELS, develop a realistic funding diversification strategy and initiate a
phase down of USAID support.

6. Initiate pilot tests of NGO/Municipal service delivery arrangements. Consder starting
in the areas of hedlth, environmenta protection and citizen education.

7. Continue to support training programs offered by ZELS, and/or by line minigtries but
convert emphasis to responding to localy articulated need.

8. Support development of professional associations related to the provision of municipal
services. This can include smdl grants and technicd assstance based on the modd of
AFO.

0. Expand support to NGO public education groups.

10. Initiate support to NGO special purpose advocacy groups.
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